
MAY I 0 1991 

Chief, ---------------- s Division, --------- ----  
Attn: ------ ----------- 

A8 ist n Chief Counsel (Income Tax & Accounting) 
BytwIet3, fhoms A. Luxnet 
Thomas A. Luxner, Chief, Branch 7 (Income Tax & Accounting) 

------- --------------- --------- ----- 

Thie ~orand.ux.:~ie in response to your Technical 
Coordination Repx,t (r,TCR”) i whfdh reaommends changes to the 
regulations -------- ---------  263A of the Internal Revenue Code. In 
particular, ---- ----------- of your office has pointed out that 
taxpayers are avoiding application of the uniform capitalieation 
rules with respect to indirect costs relating to inventory 
property received in a nontaxable exchange under section 351(a). 

--- ---------------- ------ --------------- presented in your TCR, the 
------- --------------- --------- ----- ------------ is a public utility company 
------------- ------ ---------- ----- ---------  gas to cubtomers in several 
states. On ----------- --- -------  ------  formed a wholly --------- -------------- 
--- -- --------------- ------------- -------- ------- n 351(a). ------------ -------- 
------------- ----------- ------------- ---------- the newly f--------- --------------- 
------------ ----- --------------- ------- --- the property transferred in 
aacordance with section 362 (a) (1). Further, because the newly 
formed corporation is a new taxpayer, the taxpayer is not 
required to restate the balance of inventory acquired in the 
nontaxable transfer for purposes of section 263A. 

Section 1.263A-lT(e) (18) of the temporary regulations 
provides an anti-abuse provision regarding nontaxable transfers 
of inventory property that are made after September 18, 1986. 
Specifically, taxpayers that engage in nontaxable transfers under 
section 351,,(a) must ‘ras~tate beginning inventory balances as 
though. the transferred~,:,~bssete bad remained in the hands of the 
tra-------- r. However, these rules do not apply to taxpayers such 
as ------- t----- made transfers prior to the 1986. date. In addition, 
because ------ uses the last-in, f~irst-out (jiFG) method’~of 
accounting, seat~fbn ~,263A: wo.u&d : .never apply~ ‘to any of, the 
inventory, including inv’e&or$ remaining in LIFO layers, 
transferred un----- section 351(a) prior to the 1986 date. 
Consequently, -----  may avoid capitalization of certain Indirect 
costs. 
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anyone in your office have additional questions regarding this 
matt----- --------- contact her at (202) 566-5155. Again, many thanks 
for ----- ----------- s ,.euggretione. 
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